KBF 

m tn m & 


Section 1 


Audit framework and 

regulation 
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1.4 Professional Ethics and 
ACCA’s Code of Ethics and 

Conduct 
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4.1 Fundamental principles 
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In order to be trusted the auditor 
needs to be independent of their 
client 

“Freedom from situations and 
relationships where objectivity 
would be perceived to be impaired 
by a reasonable and informed 
third party”—independence 



The need for professional ethics 
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Fundamental principles 


Objectivity 


A professional accountant 
should be fair and not allow 
personal biaSj conflict of 
interest or influence of others 
to override objectivity. 
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THE FUNDAMENTAL PRINCIPLES 




bbiectivity 


Professional behaviour 
Professional competence and due care 
Integrity 

^Confidentiality_ 
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Fundamental principles 
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Integrity 


A professional accountant 
should be honest and 
straightforward in 

performing professional 
services. 
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Professional behaviour 
Professional competence and due care 


Integrity 




Confidentiality 
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Fundamental principles 


Professional competence and 
due care 


When performing professional 
services, a professional 
accountant should show 
competence and duty -j- ax 
of care by keeping, up-to-date 
with developments in 
practice . legislation and 

technigues. 
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THE FUNDAMENTAL PRINCIPLES 





Objectivity 

Professional behaviour 


Professional competence and due care 


Integrity 
^Confidentiality 
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Fundamental principles 
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Confidentiality ^ %%&■ 

• should not disclose any 
information to third parties without 
proper and Specific authority or 
unless there is a legal or 
professional right or duty to 

disclose 

♦ should not be used for personal 

advantage 


THE FUNDAMENTAL PRINCIPLES 



Objectivity 

Professional behaviour 
Professional competence and due care 
Integrity 


.Confidentiality 
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Fundamental principles 


KBF 

i fl H g 


Professional behaviour 


A professional accountant 
should act in a manner 
consistent with the good 
reputation of the 
profession and refrain from 
any conduct which might 
bring, discredit to the 

profession. 
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Objectivity 


Professional behaviour 


Professional competence and due care 
Integrity 
Confidentiality 
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Confidentiality 


Duty to disclose 

Obligatory responsibility 



• Breaches of specific laws to 
public authority, e.g. money 
laundering *4$ ~ 


• A court order has been 
obtained 

• Required by ACCA or another 

professional body 
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Right to disclose 

Voluntary disclosure 


• Breaches of regulations to a 
non-governmental regulatory 
body, e.g. FSA 

• To protect a member or firm’s 
interests 

• The client has given their 
consent 

• It is in the public interest 
























Practice question 
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> 

> 

> 

> 

> 


A member signed the audit report of a company without 
conducting any audit work. Jnteayfij , kmt 

A member failed toadvise a client to have an audit when an 
audit was r equired by law. fa*** ^ cnre 

A member failedio reply to correspondence sent by a third 
party or ACCA 


A member lost possession of a client’s books and records to a 
third party Confided'* 

A member carried out an audit of a company in which they 
owned shares ‘without implementing appropriate safeguards’ 

Dfadrv'<~bjj 
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4.2 Define and apply the conceptual 
framework 


KBF 

m m m *1 



CREATING GREAT OUTCOMES 


























4.2 Define and apply the conceptual 
framework 
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Familiarity 


Threats to independence 


Intimidation 



Advocacy 
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Define and apply the 
conceptual framework 

Self interest threats 



• This occurs when the audit firm or a member of the audit 
team has some financial or other interest in a client. 

• A financial or other interest that will inappropriately 
influence the judgment or behaviour of the assurance 
provider. 
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Self interest threats 


Adwt f 






Threats 




tea.w 


Owning shares 

• the audit firm 



/fev/'W 

^ -XtArlne* - gpSS W y 

I Yi-p XSiW p 


/v\* in<p 'l 

„ _ n y J o »Y 

Se^'t>r 2 - ' 

«jj q.yHo>x[,oe>v 


a member of the audit 


nfa, 

fan exacted fatvks cwU be. 

fl&W -fa paid 


team 



an immediate family 

children 

member of the audit team 

H^d Qoujou^ 


q rate 
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Safeguards 


• dispose of the shares 

• remove the individual from 

^_ _ > 

the team if required 1tM „ ^ r 

• /f a partner has such 

faXA / 

interest, the shares must be 
disposed of or the 
engagement declined 























Self interest threats 


Threats 


Close business and 
personal relationships 
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Safeguards 


• for business relationships, 
no safeguard can reduce 
this threat to an acceptable 
level 

•for personal relationships, 
removing the individual from 
the team 










Self interest threats 


Threats 


Gifts and hospitality 


KBF 

m m m & 


Safeguards 


• unless the value of the 
gift/hospitality is clearly 
insianificant/trivial/inconseauential. 
a firm or a member of an 
assurance team should not accept 

• document the offer even refused 













Self interest threats 


Threats 


Loans and guarantees 


KBF 

m m m & 


Safeguards 


• should not enter into any loan 
or guarantee arrangement with 
a client if it is not on the 
commercial terms or not made 
in the normal course of 
business qj&cigJ 

(/ui Oomrrvon. 











Self interest threats 


Threats 


m 

Overdue fees 

• Treated as making a loan 
to a client 

Contingent fees 

• fees calculated on a 
particular outcome 
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Safeguards 


• should not continue with any 
work until overdue fees are 
paid 

• It is not permitted for 
assurance services 










Self interest threats 


Threats 


Fee dependency 

• over-dependence on 


audit client 

• 15% of total fees+2 
consecutive years 
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Safeguards 


• Disclosure to those charged 
with governance at the client 

• Perform an independent 
partner quality control review 
work 












Self interest threats 


Threats 


Potential employment with 
the client 

• a member has reason to 
believe they may become an 
employee of the client 
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Safeguards 


• Remove the individual from the 
engagement 

• Perform an independent review 
of any judgments made by that 
individual 

• a key partner should not accept 
a key management position of the 
client until at least one set of FS 
covering a period of at least 
twelve months has been issued, 
since the partner was involved in 
the audit. 







Self interest threats 


Threats 


Actual or threatened 
litigation 

• litigation could represent a 
breakdown in the 
relationship 

• This may affect the 
impartiality of the auditor. 
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Safeguards 


• the firm must resign from or 
decline the audit 

• may be possible to continue 
other assurance engagement 








Define and apply the KBF 
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conceptual framework 


Self review threats 


• Where non-audit work is provided to an audit 
client and is than subje ct to audit, the auditor will 
be unlikely to admit to errors in their own work, or 
may not identify the errors in their own work. 


(REVIEW) 
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Self review threats 


Threats 


• Accounting and 
bookkeeping services 

• Taxation services 


l/(/hich influence finical Statement 
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Safeguards 


• Auditors should not perform 
accounting and bookkeeping 
services, taxation services 
f or list ed clients, unless it is 
an emergency 

• Where services are 
provided to audit clients, 
separate engagement teams 

must be used 














Self review threats 


Threats 


• Valuation service 

IASlHfltHpfr 

land ■ market value —% Valuation Services 
revaluation report 

Valuations 


Uve income 
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Safeguards 


• For valuation services for 
listed audit company, if the 
valuation of matters that are 
material to FS, the services 
should not be provided. 







Self review threats 


Threats 


• Internal audit services 
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Safeguards 


• Internal audit services for a 
listed audit client where the 
service relates to internal 
controls ove r financial 
reporting, financial accounting 
system, or in relation to 
amounts or disclosures that 
are material to Financial 
Statements should not be 


provided. 














Self review threats 


Threats 


• Client staff joins audit firm 


r inance Ala 
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Safeguards 


• Individuals from a client joining an 
audit firm should not be involved in 
that clients audit until at least two 

t---- 

years have elapsed. 









Define and apply the KBF 
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conceptual framework 

Familiarity, threats 

• The auditor becomes too s ymp athetic to or 
too trusting of a client and loses professional 
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Familiarity threats 


Threats 


Long association of senior 
personnel 

•Same senior personnel in an 
engagement team over a long 
period may cause the auditor to 
become too trusting of the 
client. 
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Safeguards 


Rotation of senior personnel 


Independent partner or 


quality control review 








• It is a requirement to rotate 
key audit partners on- listed 
clients dfter/no more than 




sevenyears 















Familiarity threats 


Threats 


Family and other personal 
relationship 

A partner or employee of the firm 
has a family or other personal 
relationship with someone at the 
client who is able to exert significant 
influence over the subject matter. 
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Safeguards 


• Remove the individual 

• Structure the engagement 
team so that the individual 
does not deal with matters 
responsible by the close 
family 

• Decline or resign from the 
engagement 













Familiarity threats 


Threats 


Audit staff joining the client 

• A partner or employee of the 
firm becomes a director or 
employee of an audit client. 
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Safeguards 


• Reviewing the composition 
of the engagement team 

• Independent partner or 
quality control review 








Define and apply the 
conceptual framework 

Advocacy threats 

• Promoting the position of a client or 
representing them in some way would mean 
the audit firm is seen to be ‘taking sides’ with 
the client. 
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Advocacy threats 
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Examples 


-site 

• Auditors should not represent the client in the court or in any fr&p, 
dispute where the matter is material to the financial statements 

• Auditors should not negotiate with banks, or other lenders, on 
behalf of clients 

• Auditors should not promote a share issue for an audit client 




Define and apply the KBF 
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conceptual framework 

Ijitimidatjon threats 

• Actual or perceived pressures from the client, or 
attempts to exercise undue influence over the 
assurance provider 
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Intimidation threats 
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Examples 


• The safeguards to address these threats are the same as to 
address the other threats. 

□ Fee dependency 

□ Personal relationships 

□ Audit partner joining the client 

□ Litigation with between the audit firm and client 

H)*l 




4.3 Conflicts of interests 


Aud'tpr fc*£t!± j , 
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> Professional accountants should always act ijn th e be st int erests 
ofjhe client 

> There are two possible sources of conflict: 

• The accountant performs a service in competition with a client. 
For example, the auditors of a training company start offering 
bookkeeping courses. The onjy safeguard hareJs to n otify t he, 
client of the conflict of interest. 





The accountant might have a client in a particular industry. They 
might then be approached by that client’s biggest competitor to 
do their audit. This would give the auditors access to 
commercially sensitive information for both clients. 
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Conflicts of interests 


Safeguards 



KBF 


•once a conflict is noted, you should notify both clients of the 
situation 

•reassure the client that adequate safeguards will be implemented 
i.e. separate engagement teams 

•Procedures to prevent access to information, e.g. physical 
separation of the team members 
•Signed confidentiality agreement -> 

•Regular review of the application of safeguards by an 
independent p erson. 

•if adequate safeguard can’t be implemented, the auditor should y 


resign from one engagement. 


ConfidentiaCity 
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You are an audit manager in NAB & Co, a large audit firm which specialises in the audit of retailers. The firm currently 
audits Goofy Co, a food retailer, but Goofy Co’s main competitor, Mickey Co, has approached the audit firm to act as 
auditors. Both companies are highly competitive and Goofy Co is concerned that if NAB & Co audits both companies 
then confidential information could pass across to Mickey Co. 

Required: 

(a) Explain the safeguards that your firm should implement to ensure that this conflict of interest is properly 
managed. (4 marks) 
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Practice son 

(c) The audit engagement partner for Goofy Co has been in place for approximately six years and her son has just 
accepted a job offer from Goofy Co as a sales manager; this role would entitle him to shares in Goofy Co as part 
of his remuneration package. If NAB & Co is appointed as internal as well as external auditors, then Goofy Co 
has suggested that the external audit fee should be renegotiated with at least 20% of the fee being based on the 
profit after tax of the company as they feel that this will align the interests of NAB & Co and Goofy Co. 

Required: 

From the information in (c) explain the ethical threats which may affect the independence of NAB & Co in 
respect of the audit of Goofy Co, and for each threat explain how it may be reduced. (6 marks) 
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Homework 
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June 2012 Exam Q 3 (b) 
Orange Financials 
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Hummingbird Co is retail compagy planning to list on a stock exchange within the next six months, and management has been advised by the company’s auditors 
about the need for compliance with corporate governance provisions. The financial director has two potential_non-executiyaiiirectors whom he is considering 
a pproac hing to join the boarcTbf HurnTninql^^ FincNs currently an ex ecutive sales director of^a listed multi-national banking company; he_sits on an audit 

committe^~6TafTotH|r€gm^grTy^ ag"a no me xecutlVe~dlrector a nd is agreeable to being paid a fixed fee whicliTs~ ng te7e1ate^^ Jl fcKlVlac avS& is^urr ently ^finance, 

djfectDcgf^Ls rnaH whichdoes not compete~with Hummjngbird; he has expressed an interest in a fixed seven year contract and he is the br other of 

jmmingbird’s chief executive. HurnmingBTrd is aware that it wilTneed to establish an audit committee to comply with corporate governance besfpractice. 


Which of the following best describes the aim of corporate governance? 


A 


A s To ensure companies are well run in the interests of their shareholders and the wider community -v' 

Bs To ensure company directors cannot commit fraud 

C N To ensure the wealth of companies contributes to the health of the economies where their shares are traded 
D n To ensure companies have a positive impact on the local community and environment Pr 

Which other committees other than an audit committee are required to comply with the UK Corporate Governance Code? 


A n Controls, remuneration and nomination committees 
Bs Risk and financial reporting committees 
C N Nomination and risk committees 
D n Nomination and remuneration committees 


Which of the follow are advantage of appointing Andrew Finch as a NED of Hummingbird? 

(1) Andrew is independent of Hummingbird \/ 

(2) Andrew’s experience in banking will complement the experience of Hummingbird board 

(3) Andrew is prepared to accept a fixed fee 

(4) Andrew is not demanding a fixed term contract 

A s 1,2 and 3 only B s 2 and 4 only C N 1,3 and 4 only D N all of them 




Which of the following are advantages of appointing Jack Macaw as a NED of Hummingbird? 

py Which of the following are roles of an audit committee? 

(1) Jack has close links to Hummingbird’s chief executive \s (1) To prepay the financial statements to ensur&1treyT|ive'aTrue and 

(2) Jack’s experience in retail will help him understand issues faced by the Hummingbii^/" fair view 

(3) Jack’s financial experience will be useful if he serves on the audit committee (2) To develop a policy on the engagement and remuneration of external 

(4) Jack wishes to commit to a seven-year contract >C auditors 

As 1,3 and 4 only Bs 2 and 3 only C N 1,2 and 4 only D N all of them (3) To implement effective financial reporting internal control 

(4) To monitor and review the effectiveness of the internal audit function 
As 1 and 2 only^Bs 1,2 and 4 only C N 2 and 3 only D N 2 and 4 only 

V 


X 


































Ypu aj^jan^s^JL^ejoiQr of Bark & C q and have been allocated to the audit of Foliage Co (Foliage), 
a listed company which has been an audit_client for eight years and specialises in manuf acturing 
miJaicaUns trument s^Jane Leaf was the audit engagement partner for Foliage and as she had 
completed seven years as the audit engagement partner, she has recently been rotated off the 
audit engagemenfTThe current audit partner has suggested that in order to maintain a close 
relationship with Foliage, Jane Leaf should undertake the role o f indep endent review partner thjs 
yearJThe total fees received by BadcAJCaJflLTast year amounted to 16 % of the firm's total fee 
incom e. Th e curren tyear's total feejncome for audit*, non-audj^and tax services is expected to be 
great er than lasJLye ar. the audit manager for_Foliage ha^just announced that he is leaving Bark & 
Co to join Foliage as the financial controller. 


which of the following best describes a conceptual framework approach to ethics 



which is the least^appropriatejesponse with regacdjgjee 
income received by Bark&Co from Foliage? 


A n Bark&Co should assess whether audit and non-audit fees 
would represent more than 15% of gross practice income for 
two consecutive years 

Bs if the recurring fee are likely to exceed 15% of annual 
practice income this year Bark&Co will need to resign as 
auditors of Foliage 

C N if the recurring fee are likely to exceed 15% of annual 
practice income this year, additional consideration should be 
given as to whether the taxation and non-audit assignments 
should be undertaken by the firm 

D n if the fees do exceed 15% then this should be disclosed to 
those charged with governance at Foliage 


A n a set of laws for the auditor to follow / x 
B n a set of rules which must be strictly applied 

Cs a set of guidance which the auditor can choose to apply at their own discretion^. 

D s a set of guidelines with which the auditor uses judgement to apply to specific circumstances 

which two of the following are fundamental principles a s stated in the acca’s Code of E thics a nd Conduct? 

(1) Objectivity 

(2) Independence A 

(3) Confidentiality 

(4) Professional scepticism 

A s 1 and 3 B x 3 and 4 C N 1 and 2 D N 2 and 4 


which ethical threat/ threats will be created as a result of the audit 
manager leaving to join the client 

(1) self-interest 

(2) familiarity 

(3) confidentiality 

(4) self-review^ 


As 2 only B N 


1 and 4 C N 


2 and 3 Ds 


4 onl 



what is the most appropriate response to the suggestion that Jane Leaf takes on the role of independent review partner? 
As Jane Leaf could take the review role immediately 

Bs Jane Leaf could take the review role immediately but additional safeguards will be required 
Cs Jane Leaf should not serves as the independent review partner for a period of at least two years 
Ds Bark&Co will need to consider resigning as auditors of Foliage 












































You are the ajjdrt manager o f Mira nda & Co and you are planning the audit of Mijberry Co, which 
has been an audit client for four years and specialises jn^manufacturing luxury handbags. The 
audit senior has recently resigned and is now employed asfm3lTCraTc6ntrott6r of Milberry. During 
the planning stage of the audit_you have~P btai ne d the following information. The employees~oT 
Milberry Co are entitled to purchase handbags at a discount of 40%. The audit team has been 
offered the same level of staff discount. FrornTTeview oTthe correspondence file you note that 
the partner and the finance director have known each other socially for many years and in fact 
went on holiday together last summer with their families. As a result of this friendship the partner 


which of the following threats to objectivity does the resignation 
of the audit senior and subsequent employment with Milberry 
create? 

(1) familiarity 

(2) self-review 


(2 


A N 1 B N 2 Cs both 1 and 2 D s neither 1 and 2 


has-not_yet spoken to th e client about the fee for last year's auditT 20% or wmch is still ('F/Ei^PD which of the following threats to objectivity does the 
ou tstanding ._ ' offer of the discount create? 

which is the mosj^ppropriate response with respg gt to the discount_by the audit team? ^ ' se lf - ' nterest B ' self-review C ' advocacy 


A n the discount may be accepted as it is the same as that offered to the client's emplyees a; 

B n the discount should be rejected as it is not a modest monetary amount 

C s the discount should be rejected as gifts or hospitality are not acceptable per the ACCACode of Ethics 
D s audit manager approval must be obtained before the discount is accepted 

K 

( 'PkIM ) which of the following threats to objec tivity does the review of the correspondence file 
identify? 

A ' self-interest 
B ' intimidation 
C ' advocacy 
D ' familiarity 



which is the most appropriate response to the outstanding fees? 



A n the auditor should resign from the client 
B n the auditor should report the client to ACCA 

C N the auditor can continue working for the client but should ensure that the audit firm's credit control department are informed of the outstanding fees 
D n no work should be performed until either payment is made or repayment plan agreed 






























You are an audit senior of YHT & Co and have worked QQ_the external audit of BJM Co (BJM), an unlisted company, since your firm was appointed external 
auditor two years ago. 


BJM owns a chain of nine restaurants and is a successful company. BJM has always been subject to national hygiene regulations, especially in relation to the 
food preparation process. Non-compliance can result in a I arge ntin e or closure of the restaurant concerned. 

Despite running a successful company, BJM’s Board have often needed to be re minded of some fundamental principles and you often have to explain key 

concepts. 

Which of the following statements best defines the external audit? . 


A 


A n The external audit is an exercise carried out by auditors in order to give an opinion on whether the financial statements of a company are fairly presented. 
B n The external audit is an exercise carried out in order to give an opinion on the effectiveness of a company's internal control system. 

Cs The external audit is performed by management to identify areas of deficiency within a company and to make recommendations to mitigate those 
deficiencies. 

D s The external audit provides negative assurance on the truth and fairness of a company's financial statements. 

The Board has also struggled to differentiate between their responsibilities and those of the external auditor in circumstances such as the prevention and 
detection of fraud and error, and compliance with regulations. 

Which of the following statements best describes YHT & Qo’s responsibility re^ardtng^JM’s c omplia nce with hygiene regulations, in line with [SA 250 
Consideration of laws and regulation s in an au dit of finan ci aTsfatem ents?" 


C b 


A n YHT & Co should actively prevent and detect non-compliance with the regulations. 

YHT & Co should perform specific audit procedures to identify possible non-compliance. 

C s YHT & Co should obtain sufficient appropriate audit evidence about BJM's compliance with the regulations as they have a direct effect on the financial 
statements. 

D x YHT & Co does not have any responsibility as the hygiene regulations do not have a direct effect on the financial statements. 



























The Board of BJM have recently notified you that the national hygiene regulations have been updated and are now much more stringent and 
onerous than before. jl£. 

With this in mind, the Board have asked your firm to conduct a review of BJM’s compliance with hygiene regulations, in order to allow the Board 
to assess whether the appropriate processes have been implemen te d at -eaetrCfThe nine restaurants. Th e review is not expected to include the 
provision of accounting advice or the preparation of figures in the financial statements. 

This work is likely to be very lucrative. Your firm has sufficient experience to undertake the above review engagement. 

The partner responsible for this review has informed you that the engagement is an assurance engagement. 

Which of the following wouIdJMOXTiave been relevant to the partner in forming this opinion? 


A n The existence of a three-party relationship 
B n The existence of suitable criteria 
C s The determination of materiality 
D s The subject matter 


The partner responsible for this review engagement has asked you to tell him what level of assurance you believe YHT & Co should provide, and also 
what type of opinion the firm should give. 

What is the level of assurance and type of opinion that can be provided on this review engagement? 


As Level of assurance: Reasonable Report wording:Positive 
Bs Level of assurance: Reasonable Report wording:Negative 
Cs Level of assurance: Limited Report wording:Positive 
Ds Level of assurance: Limited Report wording:Negative - 


The audit partner has told you that the independenc e thre ats arising from XHJ & Co performing the review engagement should be monitored carefully. 
yyi=Hetujf_the folloyying is likely to cause the audit partner most concern? 

As According to the ACCA Code of Ethics, YHT & Co is prohibited from providing other assurance services to an audit client. 

Bs The review engagement is likely to give rise to a self-review threat, as the outcomes of the review could form the basis of the financial statements which the audit 
team will audit 

Cs The lucrative nature of the review engagement may make the external audit team less inclined to require management to make adjustments or to issue a 
modified audit opinion, for fear of losing the review engagement. 

Ds If the new review engagement causes YHT & Co’s fee income from BJM to exceed 15% of the firm’s total fees, the ACCA Code of Ethics states that the new 
engagement must be turned down 













Conoy designs and manufactures luxury motor vehicles. It is not a listed company and its shares are held equally by 12 individuals, most of whom belong to the same family. 
1ffian y~of th es£ ghareh olders a rea Iso executive directors. ' 

Conoy has an interna! audit d epartment , although th'6~chlef internal auditor frequently comments that Conoy’s Board does not unders tand hjs reports, and does not provide 
sufficien t support fo iJjjsjjepartment and for the _companv’s i nternal control sy stems . RWG & Co, Conors external_auditocs, have also expressed c oncern in this area. 

The Board is considering aproposalTrom t he chie f internal auditor to establish an audit com mittee._ The committee would consist of one ex ecutive directo r, the chief internal 
auditor, indthreeTiew appointees. One appointee would have a non-executive seat on the board of directors. _ 


One of the shareholders, who is not an executive director, has heard about Conoy’ s plans to establish an audit committee. He has drawn up a list of statements which he feels the Board should review before making any decisions: 
Which two of the statements made by the shareholder arp'T^U^in relation to the establishment of the audit committee? - he 

A ' Those remaining shareholders who are not already executive directors should be appointed as non-executive directors and should be part of the audit committee 
The chief internal auditor should not be part of the audit committee 

C ' Establishing an audit committee will mean that there is a specialist group of individuals which is responsible for monitoring high quality internal controls 
D ' Establishing an audit committee will mean that the external audit fee will be reduced 




Once established, the audit committee will have many objectives. 

Which of the following does NtJnb rm part of the audit committee’s objectives? 


A n Safeguarding the privacy of whistleblowers b ^ 

B s Appointing the external auditor 
C s Monitoring the independence of the external auditor 

D n Implementing a policy on the supply of non-audit services by the external auditor 


X b 


C onovs internal audit department is currently not well understood or supported by the Board, 
h TWO of the following statements describe the main advantages of establishing an audit committee? 


AP 



v/ 


Which£ 

A ' The position of the internal audit department will be strengthened within the organisation 
B ' Corporate governance will be enhanced as the board of directors will report to the audit committee 

C ' The effectiveness of the internal audit department will be improvers the audit committee will monitor and review its performance on a regular basis ^ 

D ' The workload of the internal audit department will be better managed as the audit committee will be able to minimise the extent to which the external auditors rely on the work of the internal auditors 

The board is considering a significant expansion of the company. However, the company's bank is concerned by the standard of financial reporting as, Conoy’s finance director recently left the company. The board is delaying providing the bank with 

financial information until a new finance director has been appointed. ^— ---- -— 

Which of the following statements best describes why having an audit committee could help Conoy raise additional finance in this situation? 

A n The independent non-executive members of the audit committee can provide guarantees to the bank concerning Conoy’s financial viability 

B n The audit committee will have at least one member who has relevant financial experience. This person will be able to stand in for as Conoy’s finance director before a new finance director is appointed . \ 

Cs The audit committee will have at least one member who has relevant financial experience, so that they can monitor the integrity of the financial statements 
D s The audit committee will review all the available evidence to substantiate information in financial reporting, thus improving the credibility of the financial statements 

RWG & Co, Conoy’s external auditor, believes that Conoy establishing an audit committee would bring the external auditor additional benefits. 


Which of the following is NOT an advantage to RWG & Co of Conoy establishing an audit committee? 


c. 


A s RWG & Co would be able to report its audit findings and recommendations to an independent sub- committee 
B n RWG & Co would have a sub-committee with which it could raise issues of concern 

C N The audit committee will support RWG & Co’s viewpoint in the event of any disputes with the management of Conoy 

D s The audit committee would have more time to examine RWG & Co's reports and recommendations and so provide comfort that recommendations and other matters are being considered and reviewed 



















































You are ao_audit manager of AN & Co and have j ust been assigned the audrt of Stark Co (Stark). Stark, a listed -oemaanv. provides investment advice to individuala*_and is 
regulated by theTrelevant financial conduct authority. 

Mr Dav. a partn er in AN & Co, has been the audit engagement partner for_ Star k for the^reviouej ame-years and has excellent knowledge of the client . Mr Day has informed 
you that he would like his daughter Zoe tobe garTonHlI BndTrteamthisj ^ear; Zoe is currently studying for her first set ot fundamentals papers for her ACCA qualification. 

In an initial meefingvvith the Tinance director ofStark, you learn that the audit team will not be entertai ned on Sta rk's yacht this year, instead, he has arranged a balloon 
flight costing less than one-terftt TT>fttTg~6^enseor using the yacht and nopes Thi lTwiN be~acc aptahip 

'^ft^rCo~fTas~artwSys^arried ouftax advisory work for Stark. The tax advisory services do not have an impa ct on the figur es rgfloitecLiQ the f inancial sta tements. The finance 
d+reetertras stated thaTfie reelS~strongly tltaTthe firm that offersfaxatiorTservices thisyear should charge a fee^ whioh is based on a percentage of tax saved. He also trusts 
youjJNjnjadN accept a fixed fee for representing Stark in a dispute regarding the amount of sales tax payable to the taxation auth orities: 

Mr Day’s daughter, Zoe, is currently learning about International Standards on Auditing (ISAs) in her studies. 
She has asked you for clarification of the following. 

Which is the correct order of the following .stages involved in the development ofanJSA? 

(1) Distribution of exposure draft for public comment x 

(2) Consideration of comments received from the public 

(3) Approval by IAASB members 

(4) Establishment of task force to develop draft standard 

(5) Discussion of proposed standard at a public meeting 


From a review of the information above, your audit assistant has highlighted some of the 
potential risks to independence in respect of the audit of Stark. 

(1) Mr Day would like his daughter Zoe to be part of the audit team 

(2) Audit team to be offered a balloon flight 

(3) Tax fee to be based on a percentage of tax saved 

(4) Firm to represent Stark in a dispute with the tax authorities 

Wbi ^h of th aJoitowigg options best identifies the valid threats to independence an d 
allocates the threat to the most appropriate category? 


A n Advocacy: (3) and (4) 
Intimidation: (3) 
Self-interest: (1) and (2) 

B n Advocacy: (4) 
Intimidation: (3) 
S elf-interest: (2) andj [g) 

Cs Advocacy: (3) 
Intimidation: (3) and (4) 
Self-interest: (2) 

D s Advocacy: (3) and (4) 
Intimidation - (DandM.) 


£ 



C 


A, 1,5,4,3,2 B, 2,4,1,3,5 C, 4,5,1,2,3 D N 5,4,2,1, 

In relation to the audit engagement partner holding the role for nine years: 

Wh [ph of t he following safeguards should be implemented in orderlo comply with ACCA’s 

Code of Ethics and Conduct? 

^— Jr 

As An independent review partner should be appointed to the audit 

Bs The audit engagement partner should be removed from the audit team but may serve 

as a quality control reviewer 

Cs AN & Co should not audit Stark for a two year period. 

Ds The audit engagement partner should be removed from the audit team 


Zoe is also concerned that Ali & Co might breach confidentiality were the audit firm to represent Stark in its dispute with the tax authorities. 
Which of the followin g sta tements best reflects the auditor's dutv of confidentiality? 


In relation to the audit team being offered a balloon ride: 
Which of the following actions sho uld be ta keft-tcu gnsur e 
th e firm xompItes-wiih-ACC^ and. 

Conduct? 



As The gift may be accepted as Stark has taken 
appropriate measures to reduce the value of the gift 
compared to previous years. 

Bs The value of the gift should be assessed to 
determine whether it is of material value to the financial 
statements. 

Cs The gift should only be accepted if its value is trivial 
and inconsequential to the recipients. 

Ds Only the audit partner and audit manager should 
accept the gift. >< 


X c 

A N Auditors must never, under any circumstances, disclose any matters of which they become aware during the course of the audit to third parties, without the permission of the client. 

Bs Auditors may disclose any matters in relation to criminal activities to the police or taxation authorities, if requested to do so by the police or a tax inspector 

Cs Auditors may disclose matters to third parties without their client's consent if it is in the public interest, and they must do so if there is a statutory duty to do so. x" 

Ds Auditors may only disclose matters to third parties without their client s consent if the public interest or national security is involved. 




























































